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A 

Brief 

Description 


The history of Colonial Stores 
Incorporated dates to 1901, with the 
incorporation in Norfolk, Virginia, of 
the David Pender Grocery Company. 
The company as presently constituted 
was formed in 1940, when the Pender 
Company was merged with the Southern 
Grocery Company. Architect of the 
merger was Russell B. Stearns of 
Boston, who served for a number of 
years as Chairman of the Board of 
Directors and is now Chairman of the 


Executive Committee. C. T. Williams, 
Jr., a member of the Executive 
Committee, also has served as a Director 
of the company since it was 
incorporated. Ernest F. Boyce has been 
Chief Executive Officer of Colonial 
since 1967. The company’s common 
stock was traded in the Over the 
Counter market until 1971, when it was 
listed on the New York Stock Exchange. 
Cash dividends on Colonial common 
have been paid continuously since 1940. 


Corporate 

Information 


TRANSFER AGENTS 

The Fulton National Bank 
Atlanta, Georgia 30302 
Bankers Trust Company 
New York, New York 10017 


ANNUAL MEETING 

To be held at 11 a.m., April 4, at 
the Company’s principal offices in 
Virginia, 3616 Virginia Beach Boulevard, 
Norfolk, Virginia 


REGISTRARS 

The First National Bank of Atlanta 
Atlanta, Georgia 30302 
Chemical Bank 
New York, New York 10015 

ACCOUNTANTS 

Peat, Marwick, Mitchell & Co. 
2100 Peachtree Center South 
Atlanta, Georgia 30303 

COUNSEL 

Kilpatrick, Cody, Rogers, 
McClatchey & Regenstein 
3100 Equitable Building 
100 Peachtree Street 
Atlanta, Georgia 30303 


COMMON STOCK LISTING 

The common stock of 
Colonial Stores Incorporated 
is listed on the NewYork Stock 
Exchange. Its symbol is CSI. 

FORM 10-K AVAILABILITY 

Stockholders may obtain, exclusive of exhibits, 
copies of the annual 10-K report to be filed 
with the Securities and Exchange Commission 
by writing to J. W. Rowe, Secretary, at the 
headquarters of the Corporation. 

CORPORATE ADDRESS 

2251 North Sylvan Road 
P.O. Box 4358 
Atlanta, Georgia 30302 
Telephone (404)768-4611 








Financial 

Highlights 


Sales and operating revenues 

Net earnings. 

Per common share: 

Net earnings. 

Dividends. 

Average number of common 
shares outstanding. 


1976 

$975,210,514 

$11,612,380 

$3.05 

$1.45 


1975 

982,002,298 

13,367,618 

3.49 

1.25 


3,795,772 


3,817,718 
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To 

Our 

Stockholders 


Fiscal 1976, although the second best year 
in the company’s history, was a 
disappointing one in some respects. Sales 
declined $6,791,784 and earnings were off 
44 cents per share compared to the 
previous year, in which we had set all time 
company records in both sales and 
earnings. 


The reasons for the declines were discussed 
during the year in our interim reports to 
you: Unusually sharp competitive pricing 
which began in January and continued 
through year end; difficulties in our stores 
development program, related in large part 
to problems in the commercial real estate 
market which limited us to five new store 
openings; the fact that during most of the 
year we were operating ten fewer stores 
than in 1975, and that our comparisons are 
based on a 52-week year versus 53 weeks 
last year; increased advertising and 
promotional costs which were required in 
order for us to maintain our share of 
market; and substantial increases in other 
operating costs, particularly salaries, wages 
and employee benefits. 


These and other factors confronted 
management throughout the year with 
serious challenges and obstacles difficult to 
overcome. While disappointed with the 
year’s overall results, I was pleased with 
the ability demonstrated by our 
management team to meet those challenges 
and overcome many of the obstacles. 


The ability of Colonial’s management and 
employee force to perform under adverse 
conditions is one of many things which 
prompt me to look forward with optimism 
and enthusiasm to 1977 and the years 
beyond. 

For 1977 we have the largest capital budget 
in the company’s history, approximately 
$20 million. Approval of this budget was 
the most impressive vote of confidence that 
your Board of Directors could give to the 
company, its future, and the potential of 
its marketing area, the Southeast. 


The decision to concentrate in the 
Southeast was made in 1974, when the 
company withdrew from the Ohio and 
Kentucky markets and discontinued 
operation of its Midwest Division. 
Continued growth of the Southeast has 
supported that decision. In an article 
appearing last September describing 
marketing trends in the supermarket 
industry, Business Week declared: “The 


only area tempting expansion instincts is 
fhe Sunbelt.’’ Colonial, to continue 
quoting Business Week , “is in the enviable 
position of already being in the Sunbelt.’’ 

With five warehouse and transportation 
centers located to provide efficient 
distribution to our present and planned 
supermarkets, we are in a good position to 
take advantage of continued market 
growth. 

Our budget for 1977 will permit us to open 
at least 22 new stores, 25,000 to 30,000 
square feet in size. With new stores and 
enlargements balanced against the closing 
of older and out-moded ones, we anticipate 
that by year’s end we will have added a net 
of approximately 400,000 square feet of 
retail sales space to the company’s 
operations. 

To achieve that goal, we intend to take 
ownership positions in real estate whenever 
necessary to secure desired supermarket 
locations. In the past, Colonial has 
depended largely upon developers to 
purchase land and build stores to our 
specifications, whether free-standing or in 
shopping centers. We are now purchasing 
and having developed for us those 
properties where such action is necessary to 
secure stores we consider to be top 
priority. We do not intend to go into 
competition with our friends in the 
commerical development field, but we do 
intend to maintain a posture that will keep 
our stores development program moving 
forward. 

The stores we are opening are designed to 
provide the consumer convenient shopping 
for a wide variety of groceries, high quality 
meats, fresh produce, dairy products, 
frozen foods, fine domestic and imported 
wines and other beverages, health and 
beauty aids, party goods, books and 
magazines, and many other items she has 
indicated she desires to buy in the store 
where she makes her major food 
purchases. In some stores we are 
combining our fast food Appetite Shoppe 
take-out departments with a Sugar & Spice 
bakery. 
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We continue to convert selected Colonial 
Stores to the Big Star low margin 
merchandising concept. Our everyday low 
price policy remains unaffected by use of 
the Let’s Go to the Races game and 
increases in other special promotions. 
Despite the substantial easing of food price 
inflation in 1976, indicators are that the 
housewife is still extremely price conscious, 
and we will continue to communicate with 
her in those terms. 

Our $20 million capital budget for 1977 
does not include the cost of a new central 
frozen food warehouse and distribution 
facility, which will be under construction in 
the spring. Financing will be provided by 
industrial revenue bonds, the method we 
used to fund construction of the 
Spartanburg Dairy Center. 

The facility will be built in South Georgia 
at a cost of approximately $4 million, and 
serve all stores in the Atlanta, Columbia 
and Southern divisions, giving us 
significant additional capacity and 
improved distribution for frozen food 
products in those divisions. Stores in the 
Norfolk and Raleigh divisions will continue 
to be served from Norfolk. 

In 1977 we will complete a major capital 
project in the Raleigh Division, remodeling 
of the entire warehouse complex. The 
exterior work and paving were completed 
prior to year end, and renovation of the 
interior is now well underway. 

Since the beginning of the current year, we 
have begun preliminary planning on the 
replacement of the Atlanta Division and 
Corporate Headquarters complex. It 
appears that we will be able to achieve this 
through a phased construction program 
replacing our present facilities in 1980. 

We are now in the process of transferring 
the accounting department for the 
Southern Division to division headquarters 
in Thomasville, Georgia. Southern’s new 
headquarters building was completed and 
occupied by the division operating and 
merchandising staffs in December. 

Early this year we will complete a major 
expansion of our Lexington Speciality 
Foods Plant in Lexington, North Carolina, 
adding a vehicle maintenance building and 
100,000-plus square feet of shipping and 
storage space in the warehouse. The 


expansion and relocation of equipment 
increases our production capacity 
substantially, and also our efficiency of 
production. 

Highlighting our manufacturing operations 
in 1976 was the introduction of our new 
line of premium Farm Charm ice cream, 
featuring all natural flavors and 
ingredients. The 10-flavor line is 
formulated to combine the best flavor, 
body and texture of the other major 
premium brands, but sells at a price lower 
than those brands, allowing us to offer our 
customers a top quality ice cream at a low 
cost available only in our stores. Customer 
acceptance to date has been most 
gratifying. 

Six weeks prior to year end, we 
supplemented our new stores program with 
the acquisition of two large Atlanta 
supermarkets from a Detroit group who 
has withdrawn from the Atlanta market. 
The stores, 30,300 and 32,500 square feet 
in size, are both well located and will 
produce substantial sales. 

Your Board of Directors regrets the 
departure of a valued member, Mr. Harry 
Mehre, who resigned late in the year 
because of the pressing nature of other 
professional commitments. During his 
tenure, Mr. Mehre made significant 
contributions to the Board in its 
deliberations and the conduct of its duties. 
His presence will be missed. 

As we go forward into what I am 
confident will be a rewarding 1977, I 
extend my sincere thanks for the dedication 
of our employees, the invaluable guidance 
and counsel of the members of the Board, 
and the confidence in the company that 
you, the stockholders, have continued to 
evidence. 


Ernest F. Boyce 
Chairman and 
President 
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Consolidated Summary of Earnings 


(amounts in thousands) 



Fiscal Year Ended 




Jan. 1, 

Jan. 3, 

Dec. 28, 

Dec. 29, 

Dec. 30, 


1977 

1976* 

1974 

1973 

1972 

Sales and operating revenues. 

$975,211 

982,002 

934,172 

827,214 

722,184 

Cost of sales. 

758,788 

768,621 

739,919 

647,684 

564,248 

Operating and administrative expenses. 

197,376 

191,118 

177,070 

160,984 

142,615 


956,164 

959,739 

916,989 

808,668 

706,863 

Operating profit. 

19,047 

22,263 

17,183 

18,546 

15,321 

Other income (net) - interest and 

sundry items. 

3,270 

3,190 

1,581 

2398 

2,240 


22,317 

25,453 

18,764 

20,944 

17,561 

Interest expense on long-term debt. 

2,055 

2,085 

1,992 

1,580 

1,465 

Earnings before Federal 

income taxes. 

20,262 

23,368 

16,772 

19,364 

16,096 

Federal income taxes. 

8,650 

10,000 

7,100 

8,250 

7,025 

Net earnings 

$ 11,612 

13,368 

9,672 

11,114 

9,071 

Earnings per share of common stock based 






on average number of shares 

outstanding during year. 

$3.05 

J.49 

2.52 

2.57 

2.09 

Average number of common shares 
outstanding during year 

(thousands). 

3,796 

3,818 

3,824 

4,309 

4,322 

Dividends paid per common share. 

$1.45 

1.25 

1.14 

1.04 

1.00 


*53 weeks; all other years, 52 weeks. 

Note: Effective with the year ended December 28, 1974, the Company adopted the last-in, first-out (LIFO) method of 
valuing substantially all inventories. In prior years inventories were valued by the first-in, first-out (FIFO) method. 
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Management’s 

Analysis 

Management’s 
Discussion and 
Analysis of the 
Consolidated Summary 
of Earnings 


The $6,791,000 decrease in sales and 
operating revenues in 1976 as compared to 
1975 and the increase of $47,830,000 in 
1975 as compared to 1974 were each 
affected by approximately $18,000,000 due 
to the inclusion of the 53rd week in the 
1975 fiscal year. The remaining increases 
of $11,209,000 and $29,830,000, 
respectively, came from increased business 
in existing and newly developed stores. The 
Company operated an average of 8 fewer 
stores in 1976 than in 1975 and an average 
of 27 fewer stores in 1975 than in 1974 
with resultant unmeasurable reductions in 
sales. 

The decrease of $9,833,000 in 1976 cost of 
sales compared to 1975 resulted principally 
from decreased sales, ($5,300,000); and 
from an improvement in gross profit, 
($4,500,000) as a percent to sales (1976, 
22.19% versus 1975, 21.73%). Cost of 
sales in 1975 as compared to 1974 
increased principally from increased sales, 
($37,400,000); offset by an improvement in 
gross profit, ($8,700,000) as a percent to 
sales (1975, 21.73% versus 1974, 20.80%). 

The $6,258,000 increase in operating and 
administrative expenses in 1976 is due 
primarily to substantially higher costs for 


salaries, wages and employee benefits, 
(approximately $6,600,000 higher than in 
1975), and to increased sales promotion 
expenditures of approximately $3,700,000. 
Generally, expenses which result from 
passage of time declined approximately 2% 
due to the additional week in fiscal 1975. 

The increase of $14,048,000 in operating 
and administrative expenses in 1975 as 
compared to 1974 is due primarily to 
substantially higher salaries, wages and 
employee benefits, (approximately 
$13,500,000), and utility expense, 
($3,800,000), as well as the expenses of the 
53rd week in 1975. These increases were 
partially offset by general decreases in 
other operating and administrative 
expenses. 

The lower other income (net) in 1974 as 
compared to 1976 and 1975 is due 
primarily to the recognition of expenses 
incident to the Company’s withdrawal 
from the Ohio and Kentucky markets in 
that year. 


Equity Per Common Share 

$28.00 


25.20 






22.40 





19.60 





16.80 





14.00 





11.20 





8.40 





5.60 





2.80 





0 





1972 1973 1974 1975 1976 


Dividends Per Common Share 

$1.60 


1.44 






1.28 





1.12 





.96 





.80 





.64 





.48 





.32 





.16 





0 
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Description 

of 

Business 


Market Price 
and 

Dividends 


The Company is engaged primarily in the 
operation of a chain of self-service, cash- 
and-carry retail food stores (supermarkets), 
in seven southeastern states, offering a full 
line of packaged grocery products, meat, 
poultry, fish, fruits and vegetables, bakery 
and dairy products, and other items of the 
type customarily sold in supermarkets, 
such as health and beauty aids and 
household items. 

The business in which the Company is 
engaged is highly competitive and is 
generally characterized by narrow profit 
margins, with earnings depending primarily 
on rapid turnover of inventories and high 
sales volume. The Company competes in 
the sale of merchandise, as well as for 
locations for stores, with a number of 
national and regional chains, some of 
which have substantially greater resources 
than the Company, and with independent 
local outlets in all areas of its operations. 
Based upon available published sales 
figures for 1975, the Company believes it is 
the sixteenth largest supermarket chain in 
the United States. 

The Company purchases merchandise for 
resale from thousands of suppliers. These 
suppliers range in size from very small, 
locally owned firms to national firms 
considered leaders in their industry. The 
Company estimates purchases of 
merchandise for resale during 1976 from 
any one supplier did not exceed seven per 
cent of its total purchases during the year. 


The Company places strong emphasis on 
the sale of nationally advertised brands of 
products, but also carries an extensive line 
of various types of private label products, 
most of which are manufactured or 
processed by others. Products 
manufactured or packaged by the 
Company include bakery items, dairy 
products, jams, jellies, mayonnaise, coffee, 
tea, and other similar items. Printing of 
store signs, stationery and forms, as well as 
the manufacturing of store fixtures and 
equipment, are additional activities of the 
Company. Substantially all of the products 
manufactured or packaged by the 
Company are sold through its 
supermarkets and during 1976 accounted 
for approximately nine per cent of the cost 
of products sold by the supermarkets. 


The following table shows the high and low sales prices of the Company’s common stock 
on the New York Stock Exchange (the principal market in which it is traded) and the 
dividends paid per share for each quarterly period during 1975 and 1976. 


Dividends 
Paid Per 


Year 


High 

Low 

Share 

1975 

First quarter 

20 Vs 

15 >/2 

$.3125 


Second quarter 

22Vt 

19 5 /s 

.3125 


Third quarter 

22 Vs 

19Vs 

.3125 


Fourth quarter 

22 3 A 

19'/ 2 

.3125 

1976 

First quarter 

25 

20 Vs 

.3625 


Second quarter 

24‘A 

19 Vs 

.3625 


Third quarter 

22 S A 

20 Vs 

.3625 


Fourth quarter 

23 Vs 

20'A 

.3625 
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Distribution 
of the 

Sales Dollar 

(amounts in thousands) 

1) Sales $975,211 

2) Cost of Sales 758,788 

*3) Salaries, Wages, 

Employee Benefits, 

Pension, & Social 
Security 135,083 

4) Operating Expenses: 

Rent, Depreciation, 
Amortization & 


Insurance 

29,174 

Store Wrapping 


Supplies 

5,982 

Utilities 

13,508 

All Other Expenses 

8,240 

5) Taxes 

12,824 

6) Net Profit 

$11,612 

Wages & Salaries $112,843 

11.6% 

Employee Benefits, 


Pension & 


Social Security 22,240 

2.3 

$135,083 

13.9% 



Special Promotions & Advertising Expense 

Percentage of Sales Dollar 



Salaries, Wages & Employee Benefits 

Percentage of Sales Dollar 



1972 1973 1974 1975 1976 















































Board of Directors 


Corporate Officers 


Staff Officers 


•Ernest F. Boyce 

Chairman, President & 

Chief Executive Officer 
of the Corporation 
Atlanta 

•Russell B. Stearns 

Chairman, Executive Committee 

of the Corporation 

Boston 

••Russell S. Beede 

Treasurer 

Eastern Mountain Sports, Inc. 
(Sporting Goods Retailer) 

Boston 

•J. Harry Dornheggen 

Physician 

Cincinnati 

Edward K. Dunn, Jr. 

Partner 

Alex, Brown & Sons 
(Investment Bankers) 

Baltimore 

••Rawson Haverty 

President 

Haverty Furniture Companies, Inc. 
Atlanta 

Noah Langdale, Jr. 

President 

Georgia State University 
Atlanta 

William A. Long 

Partner 

Latham & Watkins 
(Attorneys at Law) 

Los Angeles 

••Barry Phillips 

Partner 

Kilpatrick, Cody, Rogers, 
McClatchey & Regenstein 
(Attorneys at Law) 

Atlanta 

Ernest J. Sargeant 

Partner 
Ropes & Gray 
(Attorneys at Law) 

Boston 

Stuart Shumate 

President 

Richmond, Fredericksburg 
and Potomac Railroad Co. 
Richmond 

•John F. Watlington, Jr. 

Chairman, Executive Committee 
The Wachovia Corporation & 
Wachovia Bank & Trust Co., N.A. 
Winston-Salem 

*C.T. Williams, Jr. 

President 

C. T. Williams & Co., Inc. 
(Investment Bankers) 

Baltimore 

Director Emeritus 
Ellis D. Slater 

Director 

Emery Air Freight 
North Palm Beach 

* Executive Committee 
** Audit Committee 


E. F. Boyce T. B. Bailey 

Chairman & President Vice President 

R L Belvin Manufacturing Operations 

Executive Vice President—Operations J. J. Irwin 


L. B. Allen 

Vice President 
Real Estate 

J. R. Fowler 

Vice President 
Finance & Treasurer 

W. H. McChesney 

Vice President 
& Controller 

J. W. Rowe 

Secretary 

R. H. Sweeney 

Senior Vice President 
Industrial Relations 


Vice President Purchasing 
Equipment & Supplies 

T.W. McDowell 

Vice President 
General Services 

Paul P. Moore 

Vice President 
Marketing Development 

G. J. Reuss 

Senior Vice President 
Marketing 

W. F. Stewart 

Group Vice President 

H. M. Thornton 

Vice President 
Warehousing & Transporta¬ 
tion 


J. L. Zahner 

Vice President 
Management Information 


Operating Officers 


H. S. Addison 

Vice President 
Raleigh Division 

A. C. Hazlett 

Vice President 
Columbia Division 

J. D. Isaacs 

Vice President 
Norfolk Division 

J. P. Quirk 

Vice President 
Southern Division 

W. G. Spearman 

Senior Vice President 
Atlanta Division 


Officers and Directors 
Colonial Stores Incorporated 



75 Years 
of 

Fine Food 
Products 





















The 

World Of 

Colonial 

Stores 

Colonial Stores Incorporated operates super¬ 
markets in the Southeastern states of Maryland, 
Virginia, North and South Carolina, Georgia, 
Alabama and Florida, primarily under the names 
of Colonial, Big Star and Richway Foods. The 
stores are supplied by five divisional warehouse 
and distribution centers operated by the company. 
The division in which a store operates is deter¬ 
mined by the distance the store is located from its 
distribution center. Management feels that the 
maximum efficient hauling distance between store 
and warehouse is 200 miles. Colonial and its 
subsidiaries operate seven separate fleets, six of 
them owned and one leased, to supply its stores 
and to transport products it manufactures and 
purchases. Most buying of groceries, produce and 
meat products is a division responsibility. All 
private label products processed for Colonial by 
other manufacturers, however, are procured at 
the corporate level, and as market situations 
dictate, corporate headquarters will make large-lot 
commitments to take advantage of the company’s 
corporate buying power. 

Quality Control 

Products marketed by the company under its own 
private labels - exclusive of its bakery and dairy 
products - represent approximately 15 percent of 
the annual grocery case movement through our 
division warehouses. The substantial portion of 
those products are processed by outside suppliers, 
to Colonial’s specifications and subject to its rigid 
quality controls. In addition, the company 
markets products from its own plants. Lexington 
Speciality Foods, Inc., a wholly owned subsidiary 
in Lexington, North Carolina, processes 
mayonnaise and salad dressings, jams and jellies, 
preserves, syrup, sauces, olives and relishes. These 
products also are sold to industrial users. 
Company plants in Columbia and Norfolk 
produce refrigerated salads and spreads. In 
Atlanta, Colonial operates a plant for the roasting 
and packaging of coffee and the packaging of tea. 

Bakeries and Dairy Center 

The company’s private label bakery and dairy 
products produce approximately 8.5 percent of its 
total annual sales. Pick of the Nest eggs, 

Colonial’s label, are packaged by outside 
suppliers, but all fresh bakery items, milk, ice 
creams and sherbets sold under company label are 


manufactured at company operated plants. Three 
major bakeries produce the variety of breads, 
rolls, and snacks which Colonial markets under 
the Our Pride and Oven Krisp labels. 

In Atlanta, the company bakes white bread and 
buns; in Charlotte, variety breads, rolls and 
brown and serve products; in Norfolk, white 
bread, buns and cookies. 

The Spartanburg Dairy Center, acknowledged in 
the industry to be one of the best designed and 
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Distributing, 

Manufacturing 

and 

Retailing 

Locations 

Division Distribution Centers 

Norfolk, Virginia 
Raleigh, North Carolina 
Columbia, South Carolina 
Atlanta, Georgia 
Thomasville, Georgia 

Manufacturing Operations 

Lexington Speciality Foods, Inc. 
Lexington, North Carolina 

Spartanburg Dairy Center 
Spartanburg, South Carolina 

Other Subsidiaries 

Colonial Equipment Company 
Aiken, South Carolina 

Merchandising Services, Inc. 
Atlanta, Georgia 

Major Retail Markets 

Cities with four or more supermarkets 
Richmond, Virginia 
Newport News, Virginia 
Hampton, Virginia 
Chesapeake, Virginia 
Norfolk, Virginia 
Portsmouth, Virginia 
Virginia Beach, Virginia 
Fayetteville, North Carolina 
Durham, North Carolina 
Winston-Salem, North Carolina 
Greensboro, North Carolina 
Raleigh, North Carolina 
Charlotte, North Carolina 
Charleston, South Carolina 
Columbia, South Carolina 
Greenville, South Carolina 
Savannah, Georgia 
Augusta, Georgia 
Atlanta, Georgia 
Jacksonville, Florida 


most efficient facilities in the world, processes all 
of Colonial’s Farm Charm milk, ice creams and 
sherbets. More than 12,000 cows milked daily are 
required to supply the raw milk processed by the 
Dairy Center. The center’s products include a new 
premium line of ice cream featuring all natural 
flavors and ingredients. The premium line was 
introduced in 1976, completing the final phase of 
initially planned expansion at the Dairy Center. 
Milk and frozen desserts are delivered directly 
from Spartanburg to stores in all the operating 


divisions. Raw milk is purchased on a pro-rata 
basis from producers in the seven states of the 
company’s operating area, based on sales within 
each state. 

Colonial’s other subsidiaries are Colonial 
Equipment Company, in Aiken, South Carolina, 
and Merchandising Services, Inc., Atlanta. 
Colonial Equipment manufactures store fixtures 
and equipment. Merchandising Services does 
printing and advertising displays, and is a 
wholesale distributor of tobacco products. 







Value and Variety 

Colonial Stores’ private 
label program offers a 
variety of products at 
values many consumers 
find appealing. 

New Farm Charm 

A premium line of ice 
cream with all natural 
flavors and ingredients is 
now in production at the 
Spartanburg Dairy Center. 














Accountants’ 

Report 


Peat, Marwick. Mitchell & Co. 

CERTIFIED PUBLIC ACCOUNTANTS 
2100 PEACHTREE CENTER SOUTH 
ATLANTA, OEOROI A 30303 

The Stockholders and Board of Directors 
Colonial Stores Incorporated: 


We have examined the consolidated balance sheets of Colonial Stores Incorporated 
and subsidiaries as of January 1, 1977 and January 3, 1976, and the related 
consolidated statements of earnings, stockholders’ equity and changes in financial 
position for the two years then ended. Our examination was made in accordance 
with generally accepted auditing standards, and accordingly included such tests of 
the accounting records and such other auditing procedures as we considered 
necessary in the circumstances. 

In our opinion, the aforementioned consolidated financial statements present fairly 
the financial position of Colonial Stores Incorporated and subsidiaries at January 1, 
1977 and January 3, 1976, and the results of their operations and the changes in 
their financial position for the two years then ended, in conformity with generally 
accepted accounting principles applied on a consistent basis. 


January 21,1977 


Consolidated 


1976 

1975 

Statements 


(amounts in thousands) 

of 

Sales and operating revenues. 

$975,211 

982,002 

Earnings 





Cost of sales. 

758,788 

768,621 

Years ended January 

Operating and administrative expenses. 

197,376 

191,118 

1,1977 (52 weeks) and 


956,164 

959,739 

January 3,1976 (53 weeks) 





Operating profit. 

19,047 

22,263 


Other income (net)—interest and sundry items. 

3,270 

3,190 



22,317 

25,453 


Interest expense on long-term debt. 

2,055 

2,085 


Earnings before Federal income taxes. 

20,262 

23,368 


Federal income taxes (note 4). 

8,650 

10,000 


Net earnings. 

$ 11,612 

13,368 


Earnings per share of common stock, based on 3,795,772 




shares outstanding (1975, 3,817,718 shares). 

$3.05 

3.49 


See accompanying summary of significant accounting policies and notes to consolidated financial statements. 
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Consolidated 

Balance 

Sheets 

January 1,1977 
and January 3,1976 


Assets 



January 1, 
1977 

January 3, 
1976 


(amounts in thousands) 

Current assets: 

Cash. 

$ 5,603 

8,064 

U. S. Government and other short-term 
obligations at cost, which 

approximates market. 

28,933 

33,234 

Receivables. 

4,002 

3,635 

Inventories (note 1). 

57,367 

52,773 

Prepaid expenses. 

846 

790 

Total current assets 

96,751 

98,496 


Investments and other assets: 



Investments in preferred stocks (note 2). 

3,547 

3,070 

Other assets. 

2,510 

2,212 

Total investments and other assets 

6,057 

5,282 


Property and equipment, at cost (note 3): 

Land. 

6,944 

4,561 

Buildings and improvements. 

15,201 

13,891 

Fixtures and equipment. 

89,597 

84,794 

Transportation equipment. 

13,537 

12,516 

Improvements to leased premises. 

11,825 

10,761 

Construction in progress. 

347 

549 


137,451 

127,072 


Less accumulated depreciation. 

. 63,477 

56,760 

Net property and equipment. 

. 73,974 

$176,782 

70,312 

174,090 


See accompanying summary of significant accounting policies and notes to consolidated financial statements. 
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January 1, 
1977 

January 3, 
1976 

Current liabilities: 

(amounts in thousands) 

Accounts payable. 

$ 25,616 

27,314 

Accrued expenses. 

14,376 

15,004 

Income taxes (note 4). 

1,049 

2,579 

Total current liabilities 

41,041 

44,897 

Long-term debt (note 3). 

25,543 

25,569 

Other long-term liabilities. 

2,001 

2,822 

Deferred income taxes (notes 2 and 4). 

Noninterest-bearing unsecured one-year promissory 

7,050 

5,488 

notes, renewable annually at company option (note 3). . 

Stockholders’ equity (notes 2, 3, and 5): 

4% cumulative preferred stock of $50 par value per 
share, redeemable 1,200 shares per annum at par 
plus accrued dividends. Authorized and issued 

1,286 

1,286 

17,819 shares (1975, 21,102) shares. 

Common stock of $2.50 par value per share. 

Authorized 8,000,000 shares; issued 4,388,649 

891 

1,055 

shares (1975, 4,387,899 shares). 

10,972 

10,970 

Capital in excess of par value of capital stock. 

Unrealized loss on market decline of investments 

1,549 

1,487 

in preferred stocks. 

(254) 

(588) 

Retained earnings. 

98,277 

92,207 

Less common stock held in treasury, 598,831 shares 

111,435 

105,131 

(1975, 576,545 shares), at cost. 

11,574 

11,103 

Total stockholders’equity. 

Commitments and contingent liabilities (notes 9 and 10) 

99,861 

94,028 


$176,782 

174,090 


Liabilities 

and 

Stockholders’ 

Equity 
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Consolidated 

Statements 

of 

Stockholders’ 

Equity 

Years ended January 1,1977 
(52 weeks) and January 3, 

1976 (53 weeks) 


_1976_1975 

(amounts in thousands) 

Preferred stock: 


Beginning of year. 

$ 1,055 

1,057 

Retirement of 3,283 shares (1975, 32 shares) 

(requirements through 1980 have been met). 

(164) 

(2) 

End of year. 

891 

1,055 

Common stock (note 5): 

Beginning of year. 

10,970 

10,941 

Issued under stock option plans, 750 shares 
(1975, 11,475 shares). 

2 

29 

End of year. 

10,972 

10,970 

Capital in excess of par value of capital stock (note 5): 

Beginning of year. 

1,487 

1,355 

Amounts, net, related to common stock issued 
under stock option plans, treasury shares 
issued to employees under incentive bonus 
plan and retirement of preferred stock. 

62 

132 

End of year. 

1,549 

1,487 

Unrealized loss on market decline of investments 
in preferred stocks (note 2): 

Beginning of year. 

(588) 

-0- 

Unrealized loss. 

-0- 

(588) 

Decline in unrealized loss. 

334 

-0- 

End of year. 

(254) 

(588) 

Retained earnings (note 3): 

Beginning of year. 

92,207 

83,656 

Net earnings. 

11,612 

13,368 

Dividends paid: 

4 °7o cumulative preferred stock—$2.00 per 
share . 

(40) 

(42) 

Common stock—$1.45 per share (1975, 

$1.25 per share). 

(5,502) 

(4,775) 

End of year. 

98,277 

92,207 

Cost of common treasury shares: 

Beginning of year. 

(11,103) 

(10,733) 

Issued to employees under incentive bonus 
plan, 1,430 shares (1975, 2,924 shares). 

27 

56 

Reacquired 23,716 shares (1975, 20,000 
shares). 

(498) 

(426) 

End of year. 

(11,574) 

(11,103) 

Total stockholders' equity. 

$ 99,861 

94,028 


See accompanying summary of significant accounting policies and notes to consolidated financial statements. 
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Consolidated 

Statements 

of 

Changes in 

Financial 

Position 

Years ended January 1,1977 
(52 weeks) and January 3, 
1976(53 weeks) 






1976 

1975 


(amounts in thousands) 

Funds provided: 

Net earnings. 

Charges (credits) not affecting working capital: 

$11,612 

13,368 

Depreciation and amortization. 

10,777 

10,330 

Deferred income taxes. 

Gain on sales and abandonments of 

1,370 

1,551 

property and equipment. 

(202) 

(59) 

Other, net. 

73 

73 

Total provided by operations. 

23,630 

25,263 

Proceeds from long-term debt. 

— 

700 

Proceeds from sale of property and equipment. 

1,164 

2,211 

Other, net. 

67 

189 


$24,861 

28,363 

Funds used: 

Additions to property and equipment. 

$15,403 

16,098 

Dividend payments. 

5,542 

4,817 

Purchase of common stock held in treasury. 

498 

426 

Purchase of preferred stock. 

115 

— 

Increase in other long-term assets. 

321 

1,578 

Decrease in other long-term liabilities. 

Decrease in noninterest-bearing unsecured one-year 

871 

3,275 

promissory notes. 

— 

1,000 

Increase in working capital. 

2,111 

1,169 


$24,861 

28,363 

Increase (decrease) in working capital: 

Cash. 

U. S. Government and other short-term 

$ (2,461) 

135 

obligations. 

(4,301) 

10,816 

Receivables. 

367 

(2,230) 

Inventories. 

4,594 

(578) 

Prepaid expenses. 

56 

5 

Accounts payable. 

1,698 

(1,731) 

Accrued expenses. 

628 

(3,510) 

Income taxes. 

1,530 

(1,738) 

Increase in working capital. 

$ 2,111 

1,169 


See accompanying summary of significant accounting policies and notes to consolidated financial statements. 
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Summary 

of 

Significant 

Accounting 

Policies 


The accounting policies set forth below are 
presented to assist the reader in understanding 
the accompanying consolidated financial 
statements. 

Fiscal Year 

The fiscal year of the Company and its 
subsidiaries ends on the Saturday nearest to 
December 31. Normally, each fiscal year 
consists of 52 weeks, but every five or six 
years, the fiscal year consists of 53 weeks as 
did the fiscal year ended January 3, 1976. 

Basis of Consolidation 

The accompanying consolidated financial 
statements include the accounts of Colonial 
Stores Incorporated and subsidiaries, all of 
which are wholly owned. Intercompany 
balance sheet accounts and all significant 
profit or loss on intercompany transactions 
have been eliminated in consolidation. 

Inventories 

The last-in, first-out (LIFO) method is used 
to value grocery, produce and meat products 
in warehouses and retail stores. All other 
inventories, aggregating approximately 5% to 
6% of total inventories, are valued at the 
lower of cost (first-in, first-out) or market. 

Depreciation 

The straight-line method is utilized for 
computing depreciation for financial reporting 
purposes, whereas for income tax purposes, 


accelerated methods are used for certain 
assets. 

The annual rates used in computing 
depreciation of the principal property and 
equipment classifications are as follows: 
buildings and improvements—2- 1/2% to 
12-1/2%; fixtures and equipment—6-2/3% to 
33-1/3%; transportation equipment—10% to 
33-1/3%. Improvements to leased premises are 
amortized by the straight-line method, 
principally over the current term of the lease 
or the useful life of the improvement, 
whichever is appropriate in the circumstances. 

Income Taxes 

Investment tax credits are reflected in 
earnings as a direct reduction in the provision 
for Federal income taxes in the year in which 
the related assets are placed in service. No 
additional income taxes will be paid on 
undistributed earnings of subsidiaries, since 
consolidated tax returns are filed. 

Earnings Per Share 

Earnings per share of common stock have 
been determined by dividing net earnings, less 
preferred stock dividends, by the weighted 
average number of shares of common stock 
outstanding. No consideration of shares 
contingently issuable under terms of stock 
options has been given, since the effect of 
their inclusion would not have a material 
dilutive effect. 


Notes 

to 

Consolidated 

Financial 

Statements 

January 1, 1977 
and January 3, 1976 


(1) Inventories 

At January 1, 1977, inventories valued by the last-in, first-out (LIFO) method were stated at 
approximately $12,100,000 ($10,400,000 at January 3, 1976) less than they would have been on a 
replacement cost basis or by the first-in, first-out (FIFO) method of determining costs. 

(2) Investments In Preferred Stocks 

In accordance with Statement No. 12 of the Financial Accounting Standards Board adopted in 
December 1975, the Company has established a valuation allowance to reduce its investments in 
preferred stocks to the lower of cost or market. The net reduction from cost to market value of 
$363,000 at January 1, 1977 ($840,000 at January 3, 1976) has been charged to stockholders’ 
equity, net of the Federal income tax effect of $109,000 in 1976 ($252,000 in 1975). 


(3) Long-Term Debt 


Long-term debt is summarized as follows: 

January 1, 

January . 

1977 ' 

1976 

8% sinking fund debentures due October 1, 1996, $800,000 
redeemable annually, beginning in 1982, through sinking 

(amounts in thousands) 

fund, and $3,800,000 in 1996; less unamortized discount of 
$54,000 ($58,000 in 1975) based on effective interest 


- 

rate of 8.05%. 

Loans, secured by land and buildings: 

7.75%, payable, interest only through 1977, and equal quarterly 

$14,946 

14,942 

installments from 1978 through 2002. 

7.90%, payable in quarterly installments, including 

6,000 

6,000 

interest, of approximately $100,000 through 1998 . 

4,627 

4,655 


25,573 

25,597 

Less current portion, included in accounts payable. 

30 

28 


$25,543 

25,569 
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Provisions of the 8% sinking fund debentures contain, in addition to other convenants, 
restrictions on the payment of cash dividends and other stock payments. At January 1, 1977, 
retained earnings of $38,800,000 are free of such restrictions. 

The noninterest-bearing notes payable in the accompanying balance sheet consist of notes payable 
to Gold Bond Stamp Company of Georgia, renewable annually at the Company’s option, 
presently due on or after February 1978. 

(4) Federal Income Taxes 

The components of Federal income tax expense for the years ended January 1, 1977 and January 


3, 1976 are as follows: 

1976 

1975 


(amounts in thousands) 

Current, net of investment credit. 

$ 7,280 

8,633 

Deferred: 

Excess of tax over book depreciation. 

1,045 

1,177 

Excess of tax gains pver book gains on sales 
of assets. 

(114) 

(333) 

Additional funding of liability for pension costs. 

387 

453 

Other, net (ranging from approximately $7,000 
to $173,000) . 

52 

70 

Net deferred provision. 

1,370 

1,367 


$ 8,650 

10,000 


Total tax expense for the years ended January 1, 1977 and January 3, 1976 amounted to 
$1,076,000 (5.3%) and $1,217,000 (5.2%), respectively, less than the amount computed by 
applying the U. S. Federal income tax rate of 48% to earnings before Federal income taxes. Of 
such amounts above, $826,000 (4.1%) and $1,124,000 (4.8%), respectively, related to investment 
credit. 

State and local income taxes (including provisions for deferred state income taxes) amounting to 
approximately $1,181,000 and $1,365,000 for 1976 and 1975, respectively, are treated as operating 
expenses. 

The Internal Revenue Service has examined and settled the Company’s Federal income tax returns 
through 1975. The examination resulted principally in adjustment of timing differences in 1974, 
1975 and 1976 and accordingly, affected only the classification of Federal income taxes as 
between current and deferred in those years. 


(5) Qualified and Nonqualified Options to Purchase Common Stock 

Under the terms of various qualified and nonqualified stock option plans, options are granted to 
certain officers and employees to purchase shares of the Company’s common stock at not less 
than fair value at date of grant. Qualified options are exercisable over a five-year period from 
date of grant, and nonqualified options are exercisable over a ten-year period. The following 
summary presents transactions and other information related to options granted under the plans 
for the years 1976 and 1975. 



Shares 

Option Price 

Options outstanding at December 28, 1974 . 

162,800 

$14.00 - 

30.25 

Granted. 

45,750 

17.13 - 

20.75 

Exercised. 

(11,475) 

14.00 - 

17.13 

Expired. 

(16,575) 

16.50 - 

30.25 

Options outstanding at January 3, 1976 . 

180,500 

16.63 - 

23.00 

Granted. 

34,250 

20.88 

Exercised. 

(750) 

16.63 - 

17.13 

Expired. 

(53,250) 

17.13 - 

23.00 

Options outstanding at January 1, 1977 . 

160,750 

16.63 - 

22.00 


At January 1, 1977 and January 3, 1976, options for 81,100 shares and 76,700 shares, 
respectively, were exercisable and 128,575 shares and 22,825 shares, respectively, were available 
for future grants. 

In accordance with the requirements of the qualified stock option plans and the Internal Revenue 
Code, options totaling 20,750 shares at January 1, 1977 granted to certain optionees do not 
become exercisable until options granted to them at a higher price have been fully exercised or 
expire. 
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(6) Retirement Plan For Employees 

The Company has a trusteed noncontributory pension plan covering all of its employees and a 
supplemental nonqualified and nontrusteed plan for certain executives. Pension costs for the 
trusteed noncontributory plan are based on current service costs and amortization of prior service 
costs over a period of forty years. The Company’s funding policy has been to make contributions 
sufficient to maintain the fund in sound condition. Total pension costs charged to operations 
amounted to $2,650,000 in 1976 and $2,300,000 in 1975, of which $2,600,000 and $2,250,000, 
respectively, were funded. The Company also funded an additional $850,000 in 1976 and 
$1,000,000 in 1975, which were charged to operations in previous years. Effective January 1976, 
the trusteed plan was amended to provide for increased benefits. As of the latest valuation date, 
the actuarially computed value of vested benefits exceeded the market value of the pension fund 
assets and the accrual for pension costs by approximately $13,065,000 and the unfunded past 
service costs amounted to approximately $14,603,000. 

(7) Quarterly results of Operations (Unaudited) 

The following is a summary of the unaudited quarterly results of operations for the year ended 
January 1,1977. 


Periods Ended 


March 27 
(12 Weeks) 

June 19 
(12 Weeks) 

October 9 
(16 Weeks) 

January 1 
(12 Weeks) 

(Dollars in thousands except per-share data) 


Sales and operating revenues. 

$223,896 

224,786 

297,446 

229,083 

Gross profit. 

49,144 

50,011 

66,643 

50,625 

Net earnings. 

2,659 

2,682 

3,256 

3,015 

Earnings per share of common stock. 

$.70 

.70 

.86 

.79 


(8) Asset Replacement Cost (Unaudited) 

Because of the rapid turnover of inventories and the use of the last-in, first-out valuation method 
by the Company for years since 1973, the accompanying consolidated financial statements reflect 
approximate current replacement costs for cost of sales and also for inventories when adjusted to 
the first-in, first-out valuation method (see note 1). 

The replacement of property and equipment with assets having equivalent productive capacity 
requires substantially greater capital investment because of the cumulative impact of inflation. 
Historically, the Company has been able to partially compensate for resulting higher costs by 
operating efficiencies and increased sales prices. 

The Company’s annual report on Form 10-K (a copy of which is available upon request) contains 
specific information with respect to the estimated replacement cost of inventories and property 
and equipment at January 1, 1977 and the approximate effect of such costs on cost of sales and 
depreciation expense for the year then ended. 

(9) Commitments 

The Company has various leases in effect (371 in number) at January 1, 1977, on store 
properties, parking lots, manufacturing plants, warehouses and office buildings. The leases will 
expire principally during the next twenty years; in the normal course of business, however, it is 
expected that most will be renewed or replaced by leases on other properties. 

For purposes of the following disclosure, the Company has classified its lease arrangements as 
either “finance” leases or “operating” leases. A “finance” lease has been defined as one in 
which the lease term covers at least 75% of the useful life of the property or the lease has terms 
which assure the lessor full recovery of his investment in addition to a reasonable return on such 
investment. 
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Rent expense on all leases, both cancellable and noncancellable, for the years ended January 1, 
1977 and January 3, 1976 was as follows: 


1976 1975 

(amounts in thousands) 


Finance leases: 


Minimum rentals, net of minor sublease rentals. 

Rent based on sales. 

$ 4,854 

155 

4,345 

158 


5,009 

4,503 

Operating leases: 

Minimum rentals, net of minor sublease rentals. 

Rent based on sales. 

8,859 

920 

8,813 

969 


9,779 

9,782 

Total rent expense. 

$14,788 

14,285 


Minimum rentals under all noncancellable leases on real property at January 1, 1977, net of 
minor sublease income, are as follows: 


Years 

Finance 

Leases 

Operating 

Leases 

Total 

1977 

$ 5,148 

(amounts in thousands) 
7,678 

12,826 

1978 

5,134 

7,034 

12,168 

1979 

5,122 

6,388 

11,510 

1980 

5,088 

5,744 

10,832 

1981 

5,058 

5,121 

10,179 

1982-1986 

24,101 

14,956 

39,057 

1987-1991 

20,472 

2,582 

23,054 

1992-1996 

8,971 

125 

9,096 

1997-2008 

628 

247 

875 


$79,722 

49,875 

129,597 


Certain of the leases included above provide that the Company will pay real estate taxes, 
maintain insurance and certain other operating expenses applicable to the properties. On some 
leases, certain of these costs are included in the basic contractual rental payments. Since it is not 
practicable to obtain an estimate of such costs, due to the varying terms of each lease, the basic 
contractual rental payment for each lease was used in presenting minimum rentals. 

The present value of the aggregate minimum lease commitments, net of minor sublease rentals, 
relating to “finance” leases on real properties at January 1, 1977 and January 3, 1976 were 
$42,500,000 and $39,700,000, respectively, based upon interest rates ranging from 6% to 11%. 
The weighted average interest rates were 8.6% for 1976 and 8.5% for 1975. 

If “finance” leases were capitalized, the lease rights amortized on a straight-line basis, and 
interest expense accrued on the basis of the outstanding lease liability, net earnings would have 
been reduced by approximately $424,000 in 1976 and $398,000 in 1975. Included in this 
computation for 1976 were amortization of $2,281,000 and interest expense of $3,440,000; for 
1975, amortization was $2,053,000 and interest expense was $3,105,000. 


(10) Contingent Liabilities—Litigation 

In addition to various claims arising in the normal course of business, the Company was included 
as one of seventeen defendants, along with other members of the National Association of Food 
Chains, in an action filed on December 30, 1975, by seven Texas livestock producers. The action 
alleges violation of antitrust laws in the purchase and sale of meat and seeks damages in excess of 
$20,000,000 against all defendants, before trebling, plus injunctive relief. In 1976, two similar 
antitrust actions were brought against the Company and generally the same defendants named in 
the December 30, 1975 action. Their actions allege similar violation of anitrust laws and seek 
actual damages, before trebling, as well as attorneys’ fees and injunctive relief. All of the above 
mentioned cases have been consolidated for pretrial discovery proceedings and since such 
proceedings have recently begun, neither management nor legal counsel are able to predict the 
ultimate outcome. However, in the opinion of legal counsel, the Company has good and 
meritorious defenses to these actions and, accordingly, the Company is of the opinion that the 
resulting liability, if any, and costs of defending such actions, will not materially affect the 
Company’s consolidated earnings or financial position. 
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